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Poison Pill

Tactic utilized by companies to prevent or discourage hostile takeovers.
Types:

1. “Flip-in” ‘/

Permits shareholders, except acquirer, to purchase additional shares at discount. It provides
investors with instantaneous profits & dilutes shares held by the acquirer.

2. “Flip-over” / "

Enables stockholders to purchase the acquirer’s shares after merger @ discount. For example,
shareholder has right to buy stock of acquirer in subsequent merger @ two-for-one rate.



Standstill agreements

The target’s final concern is that having divulged its trade secrets to the buyer, the buyer will

short-circuit the merger negotiations and proceed to acquire the target through open market

purchases or a tender offer directly to target sharcholders. Some confidentiality agreements

will prohibit the acquirer from purchasing, in the market or through private transactions,

shares of the seller for a specilied petiod of imeé—generally two to five years. This agreement
he r’r °><7 ﬂ?buyer is sometimes more broadly drafted to preclude initiation or participation in
- ,-’Lq k' #1 unsolicited tender offers or proxy solicitations.

coli

ne '*'ZVL‘J a/';'hc buyer will often request that the standstill should permit the right to purchase a tochold
oFFeve interest in the target, up to 4.99 percent of its shares outstanding—just below the ﬁvm
+h aF qu 1 threshold for reporting the equity stake to the SEC as required by law.? This is both an
s ofi fe expression of serious interest to the target, and a means of hedging against the loss of the
Gihe target to another buyer willing to pay a higher price. Profits on toehold positions are
sometimes justified as compensation for expenses incurred in due diligence and deal

development.

Generally, the standstll is most relevant for public targets, whose shares are traded on an
exchange. But the standstill could also be highly relevant for a privately owned target where
the sharcholders have divided into opposing groups with one group threatening to sell to the
next available buyer.

The standstll agreement takes the form of a brief letter signed by the buyer and countersigned
by the target. It is often signed early in the deal development process and
often bundled with agreements about confidentiality, exclusivity, and termination.



/4 Ai[l[_fo_nq/ Dis CuUssions :

C M / Q/ILC/‘M%I‘VQ
oVverMau el echanismy /-}-o MB(/{.

()vr T/'/uz COH'ILO(-(* 47[4/1112;44#,‘1/(
Me#ij -!o "}'rqwg[el" cdﬂf"/‘ﬂ/ ove —

the corTqul—y‘o‘?



D/‘f(_q%,‘o»‘ 07( ,‘zqcéll{;_vf (_ow\pev,sctﬁ‘ox/
Iwéaﬂml‘l\/ﬁ P‘\\/ 'F;Y\Mf\'{—’

— Of%‘lvvrg ho wvwbre

— RS Y — vestrichve stoex uni k
P— Pj‘ (/{ —_— foVArMﬂch s foe V“n‘/'}

;m #Lwﬂzeil AWL “’]L [ffue o



Dl‘gcuss,‘ay‘ ‘,F C/‘\§§!'[I'Q.<I AO‘U’"C}ﬁ

—_———

C{&% (ICGAL Boﬂ"c}, —

. F JIVCL fors
Board with winltple c lasges o e T 2028 olu

/’{Clu; J—,G)‘zo?—f

Cl«f/i_ﬂ‘@lo?—?—

Z'J' 9 board Y e v be Y3

boy stoew &y
Al erug hve f‘”"x/ Pk —> 7 atempt o rad

(ilz‘wek o[ér hrce;/‘l"j) the board
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Economic rationale behind use of escrow agreements in private target acquisitions

Escrow agreements are more frequently used in private target acquisitions if:
ac Y rres”

1. Itis more important for the bidder to marzagfﬁ'q@utmn related transaction risk) Use is more
common in subsidiary versus private stand-alone —In the case of
subsidiary acquisitions, a bidder would have legal recourse post -deal closure against both
the parent firm that sold the subsidiaty and the principal shareholders of the parent firm,
while for private firm acquisitions the bidder would only have recourse against the
principal shareholders of the target. Escrow contracts are used in 65% of private firm
acquisitions, but these contracts are used in only 32% of subsidiary acquisitions.

2. ‘Thete is more information asymmetry about the target’s value the bidder faces greater
transaction™¥isk; in these instances the benefits to using an escrow contract should be
larger. Whether an escrow contract is used in the context of the acquisition of an unlisted
target is positively associated with: (1) earnings volatility in the target’s industry, (2) if there
is a smaller number of analysts covering the target’s industry, (3) if the target operates in a
different industry than does the bidder, (4) the target’s total accruals, and (5) if a target’s
interest coverage ratio is low.

3. When there is high targlé'{.ride acquisition-related Iransaction risff. When a target has a dominant
shareholder, defined as a sharcholder who owns at least 20 percent of the target’s shares
but not all of its shares, an escrow contract can be particularly useful to manage this
shareholder’s transaction risk. If such a contract is in place all target shareholders would
bear pro rata costs of bidder recourse actions subsequent to an acquisition. In contrast, if
such a contract is not in place in most cases bidder recourse actions subsequent to an
acquisition would result in the target’s dominant shareholder being held liable and sued by
the bidder.'

4. In acquisitions where due diligence costs are large relative to deal value due to significant
information asymmetry about the target’s value. The use of an escrow contract is expected
to reduce a bidder’s need to incur significant due diligence costs in these deals.

Unlisted targets Unlisted
with escrow targets wlout
Unlisted contract escrow
_ targets (52% of all) contract
Percent of deals that are stock purchase transactions 73.7% @ é’“—% @
Percent of deals that are asset purchase transactions 26.3% 20.0% 33.2%
Percent of deals for stand-alone private firm targets 60.3% 75.6% 43.8%
Percent of deals for subsidiary targets 39.7% 56.2%
Percent of deals with a dominant target shareholder 36.8% 24.1%
Percent of deals with a liability cap 73.7% 61.1%

'In such cases, the dominant shareholder could then sue smaller shareholders to recover some of their share of
the sale proceeds. However, given that these recourse lawsuits are costly, the use of an escrow contract would be
a more efficient way for the dominant shareholder to manage acquisition-related transaction risk.
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Rejected MAC/ MAE motions to cancel a merger

Tu 2000 7_‘7’5014 Foods Tuc. (TsM us 6‘7“’:‘[77' 5igM Sl cortrack il
{BPI\«/ bt '/LAC»L 41’5«4&«1 about —F;;/c‘kg, the. coufract due +o MAE.

1. Tyson Foods Inc. acquisition of Iowa Beef Producers Inc. {also known as Tyson Fresh Meats Inc.)

Target ) Tyson Fresh Meats Inc Acquirer 2 Tyson Foods Inc Currency
0932872D US Px USD 23.65 TSN US Px USD 10.29 Announcement 12/04/00
Food-Meat Products Poultry Transaction Value 4.317.77M
Details Description
1) Summary Tyson Foods Inc acquired Tyson Fresh Meats Inc for USD 4,317.77M. The transaction was announced
12 Timeline on 12/04/2000 and completed on 10/01/2001.
13) Parties
149 Proration
15 Structure Dates Timeline
16) Advisers Announcement 12/04/00 Timﬁ:“ne
177 Sources/News Amendment 06/18/01 M 0932B72D US Equity USD 23.65 g Amengment
Comps Completion 10/01/01
18) Deal Comps Status Completed
Markets Duration (# Days) 301 NDUQDGODEE Jan Feb Mar Apr F-Wzagl'n Jun
199 Arbitrage Deal Terms Deal Value Amended Final
Nature of Bid Friendly Tran Value (M) 4,317.77 4,317.77
Percent Owned/Sought 0.00% / 100.00% Equity vValue (M) 3,199.68 3,199.68
Payment Type Cash or Stock Deal Price -- --
Cash Terms (per Tgt Sh) usD 30.0000 Premium +44_ 95% +31.64%
©® Stock Terms (Acq Sh/Tgt Sh) 2.3810 Net Debt (M) 1,118.09 1,118.09

Deal Attributes TTM Deal Multiples Target Comp Median
Tender Offer, Company Takeover TV/Revenue 0.26x 0.53x
TV/EBIT 8.73x 13.11x
TV/EBITDA 7.01x 8.40x
Notes CASH TENDER OFF EFF: 8/3 (50.1%). SECOND STEP: TGT SHRHLDRS TO REC 2.381 TSN
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Hexion Specialty Chemicals (owned by Apollo Management Group) acquisition of Huntsman Inc.

Tu 2008 A{)o!{o NKHA}CMCA&"’ yrou,F QO“R‘{-QJ -E-fg_ mcrja.}— O\C l.;s w‘o/y ——owueJ &Lg‘{,u
l{c’(ion w:‘é/\ wc(q’{.'qu.‘ —> 'é[m-)/ 4’7“‘/4 r Fq‘/"’/ JF Q MAC (%rfe_r-,'q/ 4JV€/';L

. /GL'( a_ {{CAL(/I
cha 5@) ¢lowe °f t APD US Equity

Target 1 Huntsman Corp Acquirer 2 Apollo Global Management.. Currency -
HUN US Px USD 3.44 APO US Announcement 12/15/08
Chemicals-Diversified Private Equity Transaction Value 250.00M

Details Description

1) Summary Apollo Global Management Inc acquired a minority stake in Huntsman Corp. The transaction was
120 Timeline announced on 12/15/2008 and completed on 12/31/2008.
13) Parties

14 Advisers
15 Sources/News Dates
Comps Announcement 12/15/08 \ Anno en Timeline
16) Deal Comps Completion 12/31/08 . : . B HUN US Equity USD 2.66 |
Status Completed '
Duration (# Days) 16

Timeline

b 4.00
Nov 28 Dec 15 Dec 31 Jan 15
2008 2009
Deal Terms Deal Value Announced
Nature of Bid Friendly Tran Value (M) 250.00
Percent Owned/Sought 0.00% / 12.14% Equity Value (M) 250.00
Payment Type Cash Deal Price

Cash Terms (M) 250.0000 Premium
Net Debt (M)

Deal Attributes TTM Deal Multiples Target Comp Median

Minority purchase, Private Equity TV/Revenue 0.19x 3.89x

TV/EBIT 4.54x 28.11x

TV/EBITDA 2.44x 5.94x
Notes ACQ'R PURCH 7% CONVERTIBLE SENIOR NOTES. CONVERSION PRICE APPROX $7.72. SEE ADDL

T la PQ/qufQ onr‘l[ O’F CA«nccyl C[l'f‘\j“%ﬁ/ B({I{L h\c;ye/‘ i«d o  be co»-\/o/ejfed.
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Exhibit 7

Exhibit 7  Liquidation Analysis ($ millions)

Gross proceeds from disposition of operating assets 2 $447.0
Chapter 7 costs Eduitl
Transaction costsP (2g4] <o uw./ «—— 4.5
Case related administrative expenses¢ valwakbors, . __ g
Total Chapter 7 costs « uds fory 10.5
Net proceeds from disposition of operating assets 436.5
Less Panini debt 192.1
Net proceeds available for other creditors 244 .4
Net proceeds available for other creditors from sale of Toy Biz shares ¢ 124.7
Total net proceeds available for other creditors
Secured claimse (535.
Percent recovery against secured claims (mainly debt) 367! _ 68.9%
S =
Proceeds available for other claims —F “oxe ~ver/a / ée ffe ~ 0.0%
I5
(4 ru:g«th/‘N"lf ayw
Other administrative claimsf.¢ 94.1
Percent recovery against other administrative claims 0%
Unsecured deficiency claims . severaute 166.3
Percent recovery against unsecured deficiency claims o exXecuhves 0%

- 56#’{\6‘? "\7[/‘{\

a Ccou ‘1-6’

(Dot Yﬂb/L

Proceeds available for common equity shareholders




Make-up Quiz #7 (Week #7) for FIN 5372

Question #1 (0.5 pts)

(Fixsery Question #1 refates to the FIBS case 10 be discussed in class, Restructuring at Marvel Entertainment Group;
please target o response of abont 100 words)

Why did Marvel file for Chapter 112 Were the problems caused by bad tuck, bad strategy, or bad
execution? ) uginCs§s Mo J.,? rz_;—} r C:{ R

J (%4
/ — Extas§Ne burdeu £ C‘t-b{/( C‘*Md L"/ [’*’M//Jf “‘f)
Question #2 (1 pts) — Preserxr rabrn of NoL &,;60“4“\

(Fissay Qruestion #2 relates to the HBS case to be discussyd in class, Restructiring at Marvel Fntertainment Group;
please targe! a response of abont 150 words)
Pleasc evaluate the proposed restructuring plan. Will it solve the problems that caused Marvel to file
tor chapter 112 As Carl Ieahn, the largest unsecured debt holder, would you vote for the proposed
restrucruring plan? Why or why got?

_ jol; "{\’M_‘ I Cnr.»u«‘}/ ro},[(w: o\c M‘H’VQ'

- qu, q\c\V\ »\0“"' 4_‘ Va+'¢, ‘|...‘ ‘f‘qu\’_ﬁ +L"lf r(q»‘
Question #3 (0.5 pts
(Fixsay Question B3 relates to the IBS case to be discussed in class, Restructuring at Marvel Entertainment Group;
please target a response of about 100 words)
Why did the price of Marvel’s zero-couRon bonds, drop on Tuesday, November 12, 19962 Why did
portfolio managers at I'idelity and Putnam scll their bonds on Friday, November 8, 1995? Will it be
difficult for Marvel or other companics in the MacAndrews and Fotbes holding cgupany to issue

debt in the future? _ ?rbi d o W‘i 97( o rasmobirs o 4\-\(CVWP“’7
t

— Puluaw Ff&e/l"’] j-'“, due to WHP ,
Question #4 (1 pts) - 0 m*{.rmkl ne eq {.,‘yz ; "“]744—0” MM"’Q/S Z

The most common Material Adverse Effect E) clause carve out in privateltarget acquisitions
according to the ABA D?gl Points study - was: MacAund (3
A. Industry conditions

B. War or terrorism ghbe s al L‘( 4 /

C. Change in accounting .
D. Economic conditions To borron 1~
E. Financial market downturn 4‘\{ «P,\{q_‘_ re.

Question #5 (0.5 pts)
Anti-sandbagging clause is seller-friendly as it limits buyer’s post-closing remedies for a seller’s
breach of representation, warranty or coxe.na.u.t_ﬁy_ﬂ had knowledge of such breach prior to

closing.
A, True
B. False

Question #6 (0.5 pts)

The tru?{dcducriblc basket 1s less common than the first dollar bashet in private target acquisitions.
A. True 3

B. False





